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In an article published in the April
19, 1982 edition of the U.S. News and
World Report entitled “The Powerful,
Unseen Hand of the Accountant” the
writer makes, in part, the following
statement about accounting firms.
Wielding power that belies what is
often an invisible public image, ac
counting firms are advising clients on
matters ranging from data processing
and inventory control to personnel
problems and individual finances.
In short: Few managers and invest
ors nowadays will make a key deci
sion without first checking to see if it
makes sense to their accountants.

This esteem is not without its perils.
The increasingly important role of the
profession has given rise to pressures
from its critics.
Within the near term, there have
been vast changes affecting the busi
ness community in general, and the
accounting profession in particular.
These changes have arisen from four
basic sources:
1. The Securities and Exchange
Commission
2. The U.S. Congress
3. The accounting profession itself
4. The Reagan administration.
The prime catalyst among these has
been the Reagan administration,
reflecting through its actions its con
cern with over-regulation and unneces
sary government burden on business.

In order to understand what has
been happening recently it will be
necessary to relate somewhat further
back. Specifically, many companies
spawned during the swinging sixties
failed in the early nineteen-seventies,
giving rise to claims by investors seek
ing restitution for alleged damages. In
some cases, monumental suits were
instituted against the certifying CPA
firms, and some, such as Continental
Vending, Equity Funding, and National
Students Marketing became classics
in our judicial history. In turn, the SEC
pursued these matters through intense
investigations which sometimes cul
minated in the issuance of Accounting
Series Releases sanctioning the er
rant, or allegedly errant, auditors.
Congress, sensitive to public outcry,
also sought redress through the legis
lative process. Prominent among con
gressional actions were a study of the
“Accounting Establishment” under the
aegis of the late Senator Lee Metcalf,
and an investigation spearheaded by
Congressman John Moss. One of their
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auditing standards from the ac
counting profession to the SEC
3. Broaden the legal responsibilities
of CPAs under the federal securi
ties laws, effectively overruling
several court decisions which
had been narrowing the profes
sion’s exposure
How did the profession react to
these events? Some major events
worth noting are:
The American Institute of Certified
Public Accountants (AICPA) estab
lished divisions for firms, to facilitate
monitoring its members; and
The AICPA established the Public
Oversight Board (POB) to watch
over and give credence to the selfStudies prepared by the staffs of the
regulatory activities of the account
two congressional committees urged
ing profession.
pervasive corrective actions. The most
The division for CPA firms was
significant were recommendations that established by the AICPA as a prime
legislation be enacted which would:
factor to preserve self-regulation for
1. Require CPAs practicing before CPAs. Two sections were set up—the
the SEC to register before the SEC Practice Section, and the Private
commission and become subject Companies Practice Section—and as
to its regulatory control
a principal device to monitor quality,
2. Transfer responsibility for devel member firms in each section were re
oping accounting principles and quired to undergo periodic peer

concerns was the way in which the
SEC had delegated its public authority
and responsibilities on accounting
matters to the profession, which the
congressional investigators saw as
having obvious self-interest in the
resolution of the issues involved. In ad
dition, they perceived a lack of in
dependence and lack of dedication to
the public as shown by the larger ac
counting firms, pointing to what they
believed to be an inherent conflict of
interest that auditors have in receiving
fees directly from the enterprises
whose financial statements they ex
amine. It was obvious, justifiable or
not, that there was a serious lack of
confidence in the profession.

reviews. In addition, the AICPA estab
lished standards for these reviews and
for the quality control required of
members of the sections.
Each member firm is required to
undergo peer review every three
years. The first triennial cycles are now
drawing to a close and the most recent
report indicates that in the SEC Prac
tice Section 365 firms have had their
initial reviews, with approximately 60
still to comply. The SEC clients audited
by those firms whose reviews have
been completed represent approxi
mately 95 percent of the companies
reporting to the SEC.

What have the peer reviews re
vealed? There have been a few quali
fied opinions rendered on the firms
examined, and some adverse opin
ions. But by and large the results have
been favorable. The POB, which was
established to monitor the SEC Prac
tice Section, has recently stated that
the Section “has displayed continu
ing evidence in the past year of its
commitment to self-regulation and
has made substantial progress.” In
addition, the Board has expressed
its belief that the peer review process
“is constructive and is achieving its
objectives.”

That leads to the question of how
well the POB is perceived in carrying
out its task, and for that we must turn
to the SEC for its view. The commis
sion has indicated overall satisfaction
with the POB, in its report to Congress.
Following are some of the comments
from that report:
The (POB) files document that the
POB staff is reviewing the working
papers of the peer reviewers, and, in
an appropriate number of instances,
observing and attending closing con
ferences between reviewers and re
viewed firm personnel at which the
results of the peer review are
discussed.
In addition, the POB’s files include,
in many instances, objective evi
dence that the POB staff is substan
tively challenging the reports being
issued, the letter of comments and
the reviewed firms’ response thereto,
as well as the adequacy of the scope
and documentation of the work of the
peer reviewers.

To further this point, in its latest
report, under date of June 30, 1982,
the POB concluded that:
There is now considerable evi
dence that the peer review program
is functioning as intended and that
section members are taking actions
needed to improve the quality of their
practices. Reviews demonstrate that
section members, although already
practicing at high quality levels, are
receptive to suggestions to further
upgrade their practices. The Board
notes that POPS members also are
making a substantial commitment to
self-regulation.
Significant progress was made
during the year by the special investi
gations committee. The committee
completed the difficult task of formal
izing its decision-making so that it can
uniformly and objectively determine
the level of scrutiny it should give
each reported case of alleged or
suspected audit failure.
The Board believes the selfregulatory structure is sound and is
functioning properly. While the struc
ture for imposting san
ctions has yet to
be tested, the Board believes the sec
tion will be ready to meet that test
when circumstances call for such
action.

From the viewpoint of the SEC, it is
interesting to note the recent comment
of John S. R. Shad, SEC chairman, as
it appeared in the April, 1982, Journal
of Accountancy, concerning the AICPA
Peer Review program. Mr. Shad
reported:
Peer reviews are an important
aspect of the AICPA’s self-regulatory
program. The commission’s chief ac
countant has reviewed a sample of
the public reports and comment let
ters reflecting the results of peer
reviews completed during the past
three years as well as the oversight
files of the public oversight board of
the SECPS. The results to date sug
gest that the standards for perform
ing and reporting on peer review are
appropriate and are being mean
ingfully applied and that the POB is
actively monitoring the peer review
process.

Viewing these developments, there
is reason to believe the profession is
showing good progress in monitoring
itself. More important, it appears that
others who are responsible to evaluate
that progress—the POB and the
SEC—share that perception.

In addition to those issues, two other
moves by the SEC bear comment. The
first of these concerns action to reduce
unnecessary regulation of the
profession.
In response to the concerns about
independence raised by the Metcalf
and Moss Committees, the SEC
issued Accounting Series Release
250, which required disclosure in cor
porate proxy statements concerning:

1. The percentage relationship that
consulting fees paid to the com
pany’s auditors in a given year
bear to the audit fee; and
2. Whether the company’s
Board of Directors or audit
committee has approved
each such consulting activity
and considered any effect it
might have on the auditor’s
independence.

A major problem arose concerning
the requirement to disclose the relative
size of consulting fees. That is, to avoid
the appearance of an independence
problem, management of publicly-held
companies felt constrained to turn to
firms other than their own auditors for
consulting services. As a result, harm
was done in two ways: the companies
seeking such service were denied the
insight that their own audit firm had as
to their operations; and the audit firms
were denied the further insight their
consulting engagements would pro
vide into total company operations.
A development worth noting is the
SEC’s recent issuance of ASR 296, in
which the Commission withdrew ASR
250. This action undoubtedly stems in
part from the general movement in
Washington to reduce the regulatory
burden on business; in addition, it
probably reflects substantial accept
ance of the profession’s view that there
has been no significant evidence that
independence of auditors has in fact
been compromised by their consulting
work.
In reflecting upon the recent
developments affecting the accounting
profession, it appears clear that the
profession is emerging from its difficult
days. It was once threatened with the
spectre of outside regulations, with no
longer being able to set standards for
accounting and auditing and with a
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seriously constrained ability to provide
consulting services to audit clients. It
seems that these problems are sub
siding, in substantial part, because of
the initiative the profession has taken
to assure the public it can put its own
house in order. In addition, some part
of these developments must relate to
the growing attitude in Washington
against overwhelming the business
world with government fiat and red
tape.
The profession has become a very
exciting one. In recent years it became
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almost too exciting, as the problems
discussed piled upon each other. But
now we are moving out of that era and
the new excitement derives from a bet
ter source, via anticipation of what the
next day’s professional challenges will
bring.
The pendulum is swinging from
regulation to self-determination. The
outlook of the accounting profession is
bright, and we have every reason to
believe it will continue to be brighter.
It is clear that the future of the account
ing profession is definitely upbeat. Q
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